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Moderator John F. Brierley: I guess that we will get started. Thank you all for coming. This is PD-41 on Peer Review.
We will have lots of time at the end for questions and comments. We will treat this more like an open forum so we
will be giving fairly brief talks at the beginning and, hopefully, we will have some participation to get some comments
on this unfortunately controversial subject.

First, I will be starting off by giving an historical perspective on how we got to where we are and also I want to review
why we are doing this. The questions and comments have come up time and again as to why we are doing this, so
I just wanted us to go over that to make sure that we understand what it is we are trying to accomplish. I will be giving
an update as to where we got to a year ago, and David Hart will be continuing on from there to tell us about the
developments since last year’s exposure draft release. We had planned to have another exposure draft ready. We did run
into some challenges in trying to get a consensus on what we were trying to accomplish so that was delayed, but David
will talk a little bit more about that as well.

David is a member of the Committee on the Application of Rules and Standards (CARS) and is a sole practitioner in
pension practice so he brings an excellent perspective to our group. Following David will be Allan Brender, who is the
Senior Director, Actuarial Division, for the Office of the Superintendent of Financial Institutions (OSFI). They are
obviously very keenly interested in peer review so Allan will be giving us OSFI’s perspective and what they would like
to see going forward. The handouts have arrived.

Now, I did a search on the CIA website for occurrences of peer review, but it did not let me go earlier than 1996 so
what I did find were the things that were in the various reports. The first official report on peer review was the Task
Force on Compliance Review that recommended practice review, and that was in 1998, but peer review started a long
time before that. We have been talking about peer review for at least ten years. I remember talking about peer review
back in the eighties, or at least people talking to me about peer review, but I am not sure why. It has been around for
a long time, and I wanted to emphasize that this was not something that was started by OSFI. This was not something
where OSFI said: CIA, develop a peer review program. It worked the other way around, where the CIA said: Let us
develop a peer review program. And OSFI said: That is a good idea, let us do that.

Practice review had some challenges, particularly with the pension consulting firms, so that idea was dropped, and we
decided to do something a little bit different. A new task force was developed, and there is a report of the Task Force
on Professional Conduct concerning peer review. In the meantime, there was also a Working Group Peer Review Report
that was dealing specifically with the insurance business. In September 1997, a report was given at the Seminar for the
Appointed Actuary, and it had four tiers of various levels of compliance. Tier one was the compliance reviews; tiers two
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and three, one was a broad-based review and the other was an in-depth review of a small piece; and tier four was a
complete review of the whole company.

That did not go anywhere either, so, in April 2000, we had the report of the task force that recommended mandatory
peer review, and that was approved by Council in June 2000. In that report, the recommendations that were approved
established the Committee on the Application of Rules and Standards, which is really the renamed Compliance Com-
mittee. The mandate that CARS was given was to implement a mandatory peer review program. It was to apply to all
work that required an FCIA signature and not to other work. It looked at a date of January 1, 2003, which we actually
have not gotten to yet, which is good, as an implementation date. It said that we should have a formal, written opinion
on peer review, and it recommended that CARS develop a feedback process to give information back to the CIA, which
would ultimately get to the practitioners to help them with their work. We felt that that was a very valuable part of the
program so that people could get some education out of that whole process.

So what has CARS done in the last couple of years? We developed a discussion draft in February 2001. It generated
lots of discussion, and we quickly went to an exposure draft in June 2001. That is what has generated a tremendous
amount of discussion. We have been trying to revise that exposure draft and have decided that we could not go directly
to a final draft because there is a multitude of changes. We will have a revised exposure draft again so that will be the
second one, which will eventually come out some time in the summer, and I hope that that will become final before
the end of the year. I just wanted to talk about the features of last year’s draft because most of them still apply, other
than the ones that David will be talking about following this speech.

The draft said that the work applied to work signed by an FCIA. That was mandatory and that was consistent with the
mandate that we were given. We did run into difficulty with that because, in order to make that work, we required several
exceptions. It made it a rather difficult piece of work to read. Why would this one apply and that one not apply? And
everyone wanted to be accepted. It was difficult for sole practitioners, particularly, because if you have mandatory work,
that would mean that they would have to go outside of their firm continuously to get these reviews done, and that really
was not what we wanted to have happen so we were going to allow sampling to help with the sole practitioners in that
process.

The draft encouraged, but did not require, pre-release review. It required that the review, at least, be done in a reasonable
time, such as three to six months after release of the work. Another exception that we were going to allow was that, if
you had in pension practice typically two FCIAs sign the work, as long as each reviewed the part that they were not
directly responsible for, that would be deemed to be peer review.

Some of the other features that we thought would help to make this palatable to most people were that we wanted the
reviewer to be competent. We did not necessarily need to have the reviewer have a designation of FCIA. We just wanted
competence, we wanted objective. Objective does not mean independent. It would allow someone within the same firm
to be the peer reviewer as long as they could do that objectively.

The third requirement was that they needed to be seen to be competent and objective, and this is particularly in the
case of insurance practice where the appointed actuary might be preparing a report that will go to OSFI and, if OSFI
asks for an independent review, OSFI may see that an objective person would need to be independent, and that is why
we expressed it this way.

One of the key features to cut costs in the draft was that there should be no duplication of effort. Several companies might
have part of the review done as an audit, and some companies have an internal peer review process. The external, if
required, peer review would not duplicate that work. It would only look at the processes. If the process was quite
complete, then the peer review would be quite short and inexpensive. We had allowed complex reports not to be
reviewed annually, but to be reviewed over a five-year cycle. OSFI has consistently set a three-year cycle, and we
eventually did agree with that. I think that David and Allan will be talking about that later.
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Because it was designed to be a collegial process, it was supposed to be an educational process. It was not designed to
be a compliance process. We were going to allow that the written opinion be supplemented either in writing or orally.
If there were some things that the practitioner would prefer to keep confidential, even though it might be within accepted
actuarial practice, we wanted this to be a useful process, not one that might embarrass people. So we wanted to have
that oral possibility, not that we are going to keep that, of course, but, at the time, because of the mandatory process,
we thought that it was a useful thing to keep in.

The things that were to be reviewed, purpose and scope, that seems obvious, but scope in this case means that, if you
were going to be reviewing part of the work, you needed to define what part of the work you were actually going to
review. For supervision, the key word there is “procedures”. We wanted the procedures to be reviewed, not to have
anything more formal than that. Assumptions and methods appropriateness, that is really the key component of the
review and that is what the review would typically focus on.

Then we came to quality of wording and reader friendliness. It is amazing how many people wrote to us and said: That
is not actuarial; why would you have that in an actuarial standard? And it is true that it is not actuarial, but one of the
goals of peer review is to enhance quality. If a report is not readable, then it is not going to be received well, it is not
going to enhance your personal reputation with your client and it is not going to enhance the reputation of the actuarial
community. So putting those two things in, I think, are really going to help us to have a better quality of work, and
that is the reason why it is in there, even though it is not a truly actuarial thing. Just imagine actuaries being good
communicators!

Some of the other considerations that we were looking for in a peer review were to make sure that all of the required
components were complete, which is not too particularly onerous; that the results are reasonable, which is a good thing
when you are looking at a review; and, as an overall, is this a reasonable result? Procedures for data integrity, again,
the key word there is “procedures”. Procedures for calculation accuracy, again, it is not double-checking all of the work.
It is looking to see if you have something in place that will verify data.

There are two things about materiality: One is that there is a materiality level that is set for the work itself and the other
aspect of materiality is in the review itself. You do not want to spend all of your time reviewing immaterial things. You
want to focus on the things that are important. Lastly, in terms of topics suggested by the CIA, we wanted to have a
feedback mechanism, and one of the ways that we thought we would do that is as a supplement to the annual
questionnaires.

Which brings me to the reasons as to why we are doing this. It was felt that the range of practice and the consistency
of work was not as good as it could be. The goal was that, if you have a piece of work and you have different actuaries
looking at it, the results should be relatively close. The feedback that we got from OSFI and others was that that was
not the case. There are different ways of dealing with that, but peer review does address it. A lot of people wanted
information on exactly how you get to be consistent with your peers. The only way that you are going to know that
is if you know what the peers are doing. That is why we wanted to have a feedback mechanism so that we could get
to the point where we had more consistent results because, in the same circumstances you could see what others are doing,
or at least in similar circumstances.

We wanted to improve the quality of work. That is one of the big things that we are trying to accomplish. This is not
something that is coming from OSFI, nor is it something that is coming from outside of the actuarial profession. This
is something that the actuarial profession has said that we need to do. We wanted to enhance the quality of the work
that is being produced. We wanted to have your complaints and a lesser need for discipline. When peer review was
being discussed a few years ago, the cost of discipline cases was going through the roof. There are far less discipline cases
now and I am not exactly sure why that is, but perhaps people are paying a little bit more attention to improving the
quality of the work that they are preparing. If peer review has helped them out, that is terrific. If it is for another reason,
that is terrific as well. But peer review will certainly help in that regard.
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We want actuaries, as a profession, to be proud of the work that they do. When that happens, the credibility of the
profession is enhanced and that is only good for all of us. There is also less personal reputation risk. If you get work
reviewed before you release it to your client and something that was wrong has been corrected, I think that that is a
good thing. I do not think that you want to be at risk for errors, if you can avoid them. That is what we are trying
to accomplish here. This is something that is going to be good for the people doing the work. It is not a compliance
mechanism. It is something that is going to help us all, or at least that is the purpose that we are trying to accomplish.
It is also continuing education. On the same theme, we want to keep actuaries up-to-date with what others are doing
through the feedback mechanism, and you get feedback directly back from the peer reviewer to let you know how
consistent you are with others.

Well, we do not have all afternoon so I am not going to give you a complete list of criticisms or we probably would
be here until Monday. So, if your favourite criticism is not up on the screen here, do not worry, we know about it. People
did not like the mandatory aspect so we said: Brian, we will get rid of the mandatory aspect and let us make this
voluntary, but, if someone asks for a review, then it becomes mandatory.

Panelist David C. Hart: That is my part, John.

Moderator Brierley: I will not say anything more about that. David is going to be a little bit shorter in his speech now.

Cost was a big issue, and it is still a big issue, particularly for pension plans. They are a high volume of work, particularly
for insurance companies who think that they are already all very much regulated and audited, and are really not looking
for another process to pay for. So we have been very mindful of the cost of these reviews, and we want to keep that
down as much as possible. That is why we have done things like had cycles over periods of time for insurance companies
and have allowed for sampling, and the voluntary aspect certainly helps in that regard as well. It was inconvenient for
sole practitioners. You can imagine that, if you want to get yourself reviewed and you are a sole practitioner, you only
have one option. You have to go outside and go to a competitor, and that is not going to be as good a circumstance
as if you can go down the hall and get one of your peers within your organization to do that review.

Another criticism was that this is overkill and that we do not need a standard. We have heard that continuously right
up until now. Even after we tried to solve all of the other problems, we keep getting back to the concern that we do
not need a standard. That is something that you can only look at the pros and cons, and say: Are there things that peer
review stands for that are good? Is that going to outweigh the inconvenience of having a standard to comply with?

Another one is that it is a business decision to have a peer review program and that it should not be a professional
mandate. The CIA would not agree with that completely. Yes, it is a business decision for a lot of the firms, and the
firms have voluntarily put into place peer review programs so that going to something that is a standard should not be
that much more of an onerous task. Unfortunately, some people do not really buy into that argument. I have dealt with
the one that says that it is only driven by OSFI. It did not start there. It is only supported by OSFI, but it started with
the CIA.

So, now, I will turn it over to David to bring us up-to-date from last year to now.

Panelist Hart: Thank you, John. I imagine that everyone has gotten and read the memorandum of June 12 of this year,
the progress report and the Standards of Practice for peer review, including a proposal to make the standards applicable
only for external peer reviews and to make it mandatory in these situations. Some of you may not have read it. It just
came out, I guess, two weeks ago, but a lot of things have happened over the last little while that have changed some
of the aspects of peer review. It is interesting. People will talk about the good old days, and usually the good old days
were not all that good, but they did not have as many issues. Five, ten, 15 years ago, task forces were struck to put
together standards of practice for different things, and they got the basic standards of practice. They went through those
and they prepared standards of practice for specific things, such as preparation of the Pension Plan Report. When you
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get right down to it, those very basic standards that were prepared in the past dealt with a lot of black and whites with
probably no more shades of grey than six or seven.

What we are getting into now is a standard of practice that goes right across the actuarial profession, from the life
insurance field, the property and casualty field, pension, actuarial evidence, everything. When you start to work on
standards like that, a number of issues start coming up from all over. In terms of some of the issues, as soon as you went
external, you had to be concerned about the legal liability of the peer reviewer because, if an actuary was ever sued for
a report, you could be assured that the peer reviewer, through no fault of his or her own, would be pulled into the
conflict. If that happened, the peer reviewer, if it was external, would have to be very concerned about E&O insurance.
If you are talking about internal peer review, it is the same insurer and it is not a problem. If you are talking about
external, then it can be a problem. If you are a sole practitioner, the problem is compounded because the sole practitioner
knows that he gets one kick at the cat. If he ever has an insurance claim, he will not have the E&O insurance the next
year. These were issues that just never came up before; it just was not a problem.

In this letter of June 12, there are just a couple of points that I want to run through, because it will bring everybody
up-to-date here and it will be very useful when we look at these changes. At the meeting of May 22nd of this year, the
Practice Standards Council (PSC) reflected on several factors. These included:

• An express desire on the part of OSFI to mandate peer review for statutory aspects of an appointed actuary’s work in insurance
companies;

• Concerns about several aspects of the current draft from some pension practitioners, including possible difficulties in relation
to the internal peer reviews that exist within pension consulting firms today;

• The practical difficulties of implementing peer review for P&C actuaries, given the small number of qualified peer reviewers;

• Interest in peer review in other countries, notably the UK;

• The impact of peer review on short repetitive tasks, such as actuarial evidence reports, individual pension plan valuations,
transfer value calculations, et cetera; and

• A need to ensure that the wording in the standard conforms to the new Consolidated Standards of Practice (CSOP)
terminology.

Now, as an example for peer review, I will just say that, if you were dealing with peer review of the AA Report for a
life insurance company, that could be very complex, very complicated. It may need to be very extensive. If you look
at the Ontario Teachers’ Pension Plan, it has assets of about $60 billion. It is one of the largest financial institutions in
Canada. You could equate it to a bank or an insurance company, but it only has one product. If you are talking about
peer reviewing that Valuation Report, it is a lot less complex than a life insurance company’s AA Report. If then you
look at an individual pension plan, which has $200,000 of assets in it, you really have to wonder whether it is worthwhile
to peer review each and every one of those things and whether your client is going to pay for it because at that level
it is a business decision that they are only willing to spend so much on the preparation of these things.

So, all of these issues got people actually discussing the appropriateness of some of these things and, in fact, a number
of people, through that active discussion, came up with other issues. It is actually very interesting that there has been
so much discussion about peer review and that so many issues have come up. This is probably one of the first instances
with the Canadian Institute of Actuaries that there has been so much discussion like this, so much good active discussion
on the topic of a standard.

Now, I am going to be very quick with this so that there will be some time left. With the peer review changes, John
has already told us that it is no longer mandatory. It is going to be voluntary. It will now apply to all work signed by
an FCIA. Now, what that really means is that, because it is in there, it is every single thing that an FCIA has signed,
even a letter, but, because of the voluntary review aspect, it is just not going to affect all those letters. There are no
exclusions. There were exclusions and sampling considerations in the past, but now there are no exclusions. Those items
were taken out of the peer review because it was voluntary. If it were to become mandatory again, there might be some
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concerns about those items two and three. The requirement to provide information to the CIA is withdrawn, the reason
being that there is a lot of concern about confidentiality of company records and not all actuaries could be assured that
they would be able to give such information to the CIA.

On the life insurance side or for complex work, the five-year cycle was dropped down to a three-year cycle. A negative
review is now possible. With the wording of the previous peer review standard, what would happen is that the only
way that you would know that a peer review actually occurred would be if there was some sort of a written indication
that someone had looked at this and felt satisfied that it was reasonable. What would have happened, though, is that
there are various processes that the peer review actuary would have to go through to ensure that there was no negative
opinion. If there was a positive opinion, that was fine, but, if there was going to be a negative opinion, they would
actually have to take steps to get things cleared up right up to the point of possibly passing it over for Discipline
Committee action so that a peer review actuary could now sort of wash his or her hands of it because it had now been
passed up to a new level. This has been changed now so that a peer review actuary could actually produce a negative
written opinion, which would indicate that he/she had reviewed this and, in his/her opinion, it just did not conform
to accepted actuarial practice.

Now, with all the changes that have occurred with CSOP and the fact that it is finally coming up to what we will call
a final standard, there is certain terminology that has to be changed in the peer review document to conform to the new
CSOP terms. That is more of a housekeeping item. In the past, as I said, you did not necessarily have to have a written
opinion, but, without some sort of evidence that a peer review had happened, there just was no peer review. Now, there
must be a written opinion, rather than just a verbal opinion, and that written opinion would indicate the end of the
peer review.

The opinion also must now be a positive opinion that the work has been done in accordance with accepted actuarial
practice. Initially, when we were discussing this, there was a real concern that, in your peer reviewing work, the only
way that you could offer a positive opinion like that was if you did everything and you were really assured that
everything had been checked out and you could offer your opinion that the work was done in accordance with accepted
actuarial practice. If you were only doing a review of certain aspects of it and because of the legal liability problem, it
was felt that it would be much better to have an opinion that he/she had performed a peer review on this and had not
seen anything that would seem to indicate that it was not done in accordance with accepted actuarial practice. That was
the original consideration. Now, we have changed back to this positive opinion.

The last item is that, although the peer review paper indicates that it is voluntary peer review, if there are instances where
someone is calling for the peer review to be mandatory outside of the peer review paper, such as an OSFI requirement
that there be a peer review of a life insurance company or a P&C company, then that peer review must be done in
accordance with this standard. And that is it. I will now turn it over to Allan.

Panelist Allan Brender: Good afternoon. I feel like I have been scooped. You may not have known that OSFI, in fact,
is interested in peer review, but I have a feeling that you have gotten that idea already this afternoon. As John was saying,
we are probably not responsible for it. I want to point out also that the issue was not unique to Canada. For example,
in the UK, when the Equitable failed, the Institute and Faculty produced a study led by Roger Corley, and my reading
is that there were two really significant recommendations, with respect to the appointed actuary, that came out of that
report. Peter can correct me, but I think that I am right. The two significant recommendations are to do financial
condition reporting and have peer review – compliance review but peer review. Is that it?

Mr. Peter ???: …(off mike comments…inaudible)… But you are right that those were the two key recommendations from the
committee …(inaudible)…

Panelist Brender: The same issue comes up in a number of other circumstances as well. OSFI certainly has been very
interested, and I am sure that many people in the audience and many particularly in the pension practice seem to
remember that the previous superintendent came and said words to the Institute about peer review, and so on. As a matter
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of fact, the issue has been dragging on for quite a few years and there was a point, several years ago, where I guess,
quite honestly, in an attempt to sort of coerce the Institute or light a fire under the Institute’s Chair, OSFI actually invoked
a section. Now that I am a regulator, I quote section 365.1 of the Insurance Companies Act, which provided that the
superintendent could commission independent reviews of insurance companies under special circumstances. We invoked
that section several years ago, and said that we would pick ten companies a year under what was called the “quasi-random
basis”, which meant that we picked a few that we were concerned about, and a few others that were a little bit random,
and OSFI would pick or select consultants and engage and draw up contracts, which were three-way contracts between
the company, the reviewer and OSFI, and send in the troops and expect to get some sort of review. Usually, these
companies were picked, life and P&C generally, I think, 60-40 ratio, life to P&C.

Actually, that process has gone on for several years, not entirely comfortably from OSFI’s point of view, because we are
in the middle of everything and sometimes we send consultants to companies and they are not the consultants that
companies want or are used to dealing with. If we get involved in hassles over billing and prices, we do not want to
be involved in any of that stuff. But the process, in many ways, I think, worked, and there were a number of cases where
there may have been hassles between the reviewer and the company, but things were found and things were corrected,
even in cases where there were hassles and the company ended up hiring the reviewer afterwards to come and fix things,
even though they were fighting about the review itself. By and large, it has been successful. I have received letters from
presidents of companies, saying that it was a great process and that they thought that they had gotten something out
of it.

We were supposed to continue this for four years, expecting that the CIA standard would come into effect and require
mandatory review in 2003, but several things have changed that. One is that the standard, we hope, is in a form that
is final enough or close enough so that we pretty much know what we are dealing with and, because we expect to have
some form of peer review next year, actually for the 2002 year-end, then we have essentially decided to abandon the
last year of our mandatory type of quasi-random process and we are not getting involved in the actual selection of peer
review companies this year. If you are a company that has escaped our process, then you have escaped. Now, it is up
to you to do it on your own.

The point is that the CIA standard, as I read it now, does not mandate peer review, but does say that, if somebody else
mandates, then the standard applies. For a regulator interested in peer review that is an invitation, so we will require
peer review of all the things that are relevant to what we are interested in, and that is, if you look at the duties imposed
upon the actuary by our various regulations and actions of the appointed actuary, and that includes evaluation, the actual
performance of the assumptions, the methods, the models, the technology perhaps, and the data controls and the actual
reports, we do not want reviewers to redo the valuation. We are not asking them to do any calculations. For example,
they should pay attention to whether the software is somehow reliable or not, and whether anybody has ever checked
the models, and so on.

In terms of financial condition, the Dynamic Capital Adequacy Testing (DCAT) Reports, we will ask that those be
reviewed. You may know from other contexts, you may have heard me say a couple of times that I do not think that
those are going terribly well and that I think that a peer review would definitely help. There are a number of other
statutorily-required reports that the actuary is supposed to file, particularly with respect to participating business in life
companies, reports about allocation of expenses and investment income taxes, and so on. There is actually a requirement
that the actuary certify that, whenever dividends are transferred or funds are transferred in accordance with dividends
to the shareholders, that the payment of that transfer to shareholders will not impair the company’s ability to meet later
dividend scale payments to policyholders. So that is another opinion. Peer review will essentially require the actuary not
just to write a letter saying that it is okay, but to write down a reason somewhere. So it is our intention then to require
peer review and we would like to have it in force for this coming fiscal year end. I say “fiscal year-end” because there
are companies, in particular, subsidiaries of banks, whose reporting year now ends at the end of October so we want
all of this to be done from that point of view.
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Incidentally, because this is now the case, as opposed to years ago when everybody had the uniform December year-
end, this means that it has changed our schedule in terms of putting out all kinds of guidelines and memoranda, and
so on. We now have to get things done earlier, and that will have an effect on what is doable within a given year. We
feel that, almost anything dealing with year-end, we have to have out there for exposure some time in September so that
the bank subs, in particular, can know what they are going to deal with at their year-ends. The CIA standard of practice,
for which we are grateful, which does not exist at the moment formally, but which, we hope, will exist by year-end,
will apply when it exists, and we hope that people will conform to it in draft form until it exists. We really expect
effectively that it will comply.

Now, the standard allows a certain number of things, but we have, for various reasons, our own requirements so we are
going to issue a guideline saying what we want in addition to the standard. As a matter of fact, I can tell you that the
guideline is not going to be called “peer review”. It is going to be a guideline on the appointed actuary. The first third
of it will talk about listing all the requirements, the statutory requirements and requirements from regulations that are
placed upon the appointed actuary. The second section will talk about qualifications of the appointed actuary. The third
section will deal with peer review. We have something in draft form that is coming along nicely, and I hope that a draft
form of this, again, will be out some time towards the end of the summer.

The purpose of peer review, obviously, is to maintain and strengthen the confidence in the appointed actuary’s work
on the part of the board, management, regulators, the public, and the auditor. We have this agreement between the
auditing profession and the CIA that the auditor has to basically accept the actuary’s work. There has to be some
confidence about that. We think that this will improve it. The notion of narrowing the range of practice is something
that has been discussed ever since 1978, when we basically introduced the valuation actuary and gave that person the
right to choose valuation assumptions. Almost immediately, there was a perception that the range of practice was too wide.
So, in some sense, John is right. We have been talking about peer review or the need to do something to narrow that
range. Whether it was called peer review or not, this is basically what we have been talking about. The important thing
is to provide some education for the appointed actuary.

I want to make a point. Well, I will make it in a minute. The standard is openness to who chooses the peer reviewer.
We are going to say that we want the company to choose the peer reviewer. We are not going to say “the Audit
Committee”, but we hope that the Audit Committee will become involved. One of the reasons is that OSFI does not have
jurisdiction over appointed actuaries personally, the CIA does, but we do have requirements and we have the power
to require companies to do things so it seems reasonable. But also it is a question that I think that it would be good
to get the Audit Committee involved. We hope that that will be something that will happen.

Let me go quickly, I am worried about time. What is important is that we want and see a need to have the peer reviewer
be external to the insurance company. The fact is that, because valuation reports and certainly financial condition reports
are considered to be confidential to companies, most actuaries, even in the largest companies, no matter how many
internal actuaries you have, the company as a whole does not know how its assumptions stacked up against the
assumptions of its peers outside in other companies. The company only knows really what is going on within its own
house. The feeling is, particularly from the educational point of view, that what you want to do is have a peer reviewer
who has some sense of what is going on in a number of companies, and that says consultants. I mean, it is a fact of
life. Those are the only people who see a multiplicity of companies and yet have some sense of what the range of practice
is. The CIA and sometimes some private organizations, like my former employer, have done surveys. They are not specific
enough and they cannot give you enough information.

As evidence that this is a reasonable thing, I will just tell you one little story that I am aware of, a case where several
actuaries from a group of companies felt that, in fact, they needed this kind of reinforcement. They were not sure how
each of them stacked up against their peer companies or their peers in comparable companies so they, in fact, banded
it together, hired a consultant, gave that person their report, and said: Tell us where we stand in the range. That person
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then came back and told each one of them separately how they compared on a company A, B, C, D basis. I have seen
the results of that. It turned out that they shared the existence of this project with us. That was peer review of a form.

In the valuation, I have seen results in valuation reports. People say: As a result of this kind of review, I am revising
a certain assumption because I feel that it is more in keeping with where we should be. Or something of that kind. I
think that that is a very positive step and that is exactly the kind of experience that you would expect to emerge
somewhere, so I regard all of that as very positive.

Now, the CIA standard says that the actuary should be objective and must be seen to be objective; therefore, he can have
no relationship with the company or with the AA being reviewed that would impair the objectivity. That means: Do
not be a shareholder, do not have stock. But it also means: Do not be an actuary who is reviewing your brother-in-law’s
work. I mean, this “no relationship” can mean a lot of things. It means to really be objective.

Now, I want to point out that there are two words that are being thrown around here. One is “objective” and the other
word is “independent”. As we speak and have this session, there is a parallel session going on about the international
accounting standards. Paul McCrossan is speaking. At the end of Paul’s speech, because he gave me a copy, I know
that he talks about peer review, and he talks about the necessity to have a peer review which is independent. Now, this
has become a major issue, I can tell you, within OSFI. It is becoming a major issue, for example, within the auditing
community. The Canadian Institute of Chartered Accountants (CICA) is undertaking major work trying to define
independence. The difference between “objectivity” and “independent” is that “independent” means that you absolutely
do not do any work for the company other than this, and you sort of have a totally unbiased view, in some sense. When
people demand independence, they are thinking of a review which is something like an audit, but which would be
accompanied by a signature that people would rely on, in a very public and published way.

Actually, I have been kind of resisting that within OSFI and saying that the peer review is something that is intended
more for the actuary to give the Board comfort, but officially we are still relying on the signature of the appointed actuary
and we do not intend to publish the peer review and the peer reviewer’s signature, and so on. Now, that is an ongoing
debate. So far, I think that we are going in the direction, which is consistent with objectivity of review, which is basically
for the benefit of the actuary and the comfort of the company. But we live in a post-Enron world and there are pressures,
as Jean-Louis Massé said, not only on the accounting profession, but which reflect on all other professions.

This stuff about WorldCom, in particular, with almost $4 billion of misclassification of what is risk capital and what is
expense, it boggles the mind and has to have an effect on the way that people perceive the questions of independence
and need for review, and so on. This is not a settled issue. I could tell you this now. We could publish a guide now,
which would talk about objectivity and, two years from now, you might see a requirement for independence. There is
an argument that the Canadian actuarial community is too small to support an independent requirement, that there are
just not enough consultants to go around to provide independent views for all insurers, but that is something that will
have to be worked out. We are saying that the peer reviewer has to be basically qualified to do the job that is being
reviewed so the peer reviewer has to have qualifications which are at least as good as those of the appointed actuary,
and should have a breadth of experience which exceeds that of the appointed actuary in some sense.

Now, as to who can be a peer reviewer, one of the interesting debates is: Can you use your external auditor’s actuaries?
And the independence issue comes up here, and so on. We have come to the conclusion that, yes, the auditor’s actuary
would be acceptable, but the big concern is this: If there is an audit and the auditor’s actuary looks at the company’s
work as part of the audit and then signs off, and if then the peer review is done after that and the auditor has already
signed off and the peer reviewer, the same actuary who advised the auditor, comes back and says that he found
something, you are in a real bind. What are you going to do? Recall the audit? They say that they can do that, but
that is a very unlikely event. It is not a situation that we want to get into. So the only way that you can use the auditor’s
actuary is if the review is done on a pre-release basis. For other reviewers, you may choose to do it on a post-release
basis, but, in this particular case, it has to be pre-release because we cannot allow that situation to develop.
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The other thing is that there is a sense that, because we have an agreement between the actuarial and auditing professions
in Canada, the auditor generally accepts the actuary’s work. So the auditor’s actuary, as part of the audit support, does
not do an incredibly deep job. Most people will tell you that audits done under US standards are much deeper because
they do not have this relationship. It therefore stands to reason that the examination done as part of the audit is not going
to be sufficiently acceptable. So we are going to say that, if the auditor’s actuary is the peer reviewer, then the engagement
to do that review must be something that is separate from the audit itself and is expected to be sort of a deeper look
than a normal audit support under Canadian practice would require.

If the appointed actuary happens not to be internal, but happens to be external to the insurer, happens to be a consultant,
then it will not be acceptable for the peer reviewer to be from the same firm. You have to go to another firm. There are
going to be problems about consultants. You get into the same stuff that some of the pension people were talking about,
problems about: I do not want to share the client with somebody else. One of the alternatives is that the auditor’s actuary
already shares the same client so you can go to them and you are not losing a client.

Just as auditors are required to have some form of rotation, I tried to figure out, from the audit community, we want
some form of rotation. You will notice that we talked about a three-year cycle, and here is six, which is two times three,
coming up. What is so magical about number three? It is because OSFI’s Supervision Section, in supervising companies,
has decided, particularly with respect to the large companies, to adopt the three-year cycle for supervision. You have
to go through each of the large companies on a three-year cycle because they are just too big to do absolutely everything
each year. So, if we are doing a three-year cycle from a supervision point of view, from OSFI’s point of view a three-
year cycle for a peer review would be reasonable too. You do not have to review absolutely everything every year, but
basically, for a large company, one-third of the stuff every year.

So, therefore, we want some notion that you can use your favourite consultant as a peer reviewer, but we want you to
do some rotation so as not to get too clubby, too chummy. You need a fresh view after a while. So we will say: Rotate
at the end of every two cycles or at the end of every six years. Now, you can rotate to another partner in the same
consulting firm, and the original reviewer cannot rotate back until there has been an absence of at least one full cycle,
or three years. This is similar to things that you find with respect to auditors.

The reason that we are doing all this review is to make sure that the work of the AA is consistent with CIA standards
of practice and with any other OSFI objectives; therefore, the review should really be addressed to answering the
questions:

• Does the AA Report accurately describe the methods and assumptions properly?

• Are the systems and checks on data integrity and procedures adequate?.

• I might say, for example, if we are under the Canadian Asset Liability Method (CALM), doing a very model-based thing,
are the models really reflective of what is going on in the company?

• In other words, can we really rely on the results in terms of valuation or DCAT?

Checking models is a risk management area which I think that the industry has not paid very much attention to
systematically, and is something that we are definitely going to be stressing. We would encourage review on a pre-release
basis because then, when the reviewer makes suggestions, they might get implemented immediately, whereas if you do
it on a post-release basis, you cannot implement the changes until the next report. So it is much more efficient to do
things on a pre-release basis. If things are done on a post-release basis, then the review should be completed in some
reasonable amount of time after the report is done, and we suggest three months. If things are done on a pre-release basis,
we realize that some companies may have a huge number of consultants and they have a huge number of reviews to
do. They may sign opinions by the time of the release date, but might need up to three months or something to file
reports. As I said, we would like to require a cycle of something no more than three years and, if a particular line of
business is not reviewed in a particular year, but there are material changes being made, then those should be reviewed
to some extent. I think that that covers that issue.
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With respect to reporting, actually one of the interesting things is that I find that the CIA standard says incredibly little
about reporting. We would like to see the full report. There is a feeling among some people that the full report might
be too technical for the Board, although I do not personally see why the Board should not get the full report, with maybe
a summary or an executive summary, but we want something to go to the Audit Committee and OSFI would like to
see both the full report and any summary that the Audit Committee gets. We think that there should be an opinion.
The CIA standard of practice applies. There is no standard wording. We want some statement that peer review has been
done according to standards and our requirements, and some indication of what was found and, if things were found,
some sense that changes have been made and so on. If there are remaining differences of opinion, the standard is very
detailed on how to resolve those problems, but that resolution may take a lot of time. Our deadlines might require reports
before some of these resolutions occur. We would like to know, in fact, that there are open questions by the time the
report has to be filed, some statement that the recommendations that the reviewer has made, would be a statement by
the appointed actuary that the recommendations have been taken into consideration and reasonable changes have been
made.

My last remark is that some of you may be aware that we have conducted a lot of interviews in the past six months,
looking at this whole question of the role of the appointed actuary. Certainly, we have spoken to 23 companies, life and
property and casualty. We have spoken to CFOs, CEOs, appointed actuaries, Chairpersons of Boards, Audit Committees
and external auditors and, each time, with one-on-one interviews for about an hour. That is a lot of time, a lot of
interviews and a lot of ability to discuss the philosophy of how things are going and how companies are run and who
makes what kind of decisions and what people think of the appointed actuary, and so on.

The question of peer review, obviously, is something that figured prominently in all of these discussions. I am quite
pleased that just about everybody in the insurance industry, life and P&C, had no problem with peer review. Directors
and CEOs, I think, take a great deal of comfort with peer review. In anticipation of this, we are certainly finding that
a lot of companies are anticipating the kind of requirements that we have been talking about and have already been hiring
their own peer reviewers. When we put in this required program, that we were running for a few years, certainly by
the second or third year, we said that, if you choose your own peer reviewer, we would exempt you and not hit you
under our program so people started looking to choose their own peer reviewers. As we have been more vocal in some
of these interviews and so on, it has become obvious that we are going in the direction that I am telling you about now.
I have been getting a number of phone calls from consultants saying: So-and-so has asked me to do peer reviews, this
is what I plan to do, is this consistent with the direction that you are taking?

So it is happening. I think that the whole thing is kind of a success. In many ways, the CIA has now said that it is
up to us to implement it. We are doing it, but I do not think that there is any problem. I think that, for most insurance
companies, in terms of the question of cost, if we let them choose their peer reviewers and establish a relationship, they
just have to educate one reviewer, and the cost can be kept much more reasonable than it would be under the kind
of program that we were running before. It is the cost of doing business and ensuring that you have reasonable quality,
and so on. It does provide education for appointed actuaries, and I think that we will improve the whole thing, but
this whole thing, as I said, is a work in progress. There are pressures on regulators and pressures on the superintendents.
The superintendent is very involved with the CICA in terms of putting together some of its new standards and stuff
about independence, and so on. There are a lot of views. The more screw-ups that we hear about from accountants in
particular – and I hope never from actuaries – but the more we do hear and the more problems that you have with
discretionary decisions in financial services, the more that this stuff is going to be impacted.

So this is the way it looks now. This is pretty much the outline that we expect to introduce, but I cannot guarantee
that this is always going to be what it looks like. You can expect to see some sort of documents distributed for consultation
or discussion, or comment in the next month, or so, I hope, and a final guideline, which would require all of this coming
out somewhere at the end of the summer or in September. But, as far as we are concerned, it is on for this coming year
and I think that, in the long run, we will all benefit. Thanks.
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Moderator Brierley: Thanks, Allan. We have some time now. We are running a little bit late, but we started a little late
so we will have some time for some questions. Please state your name before you make your comment. Thank you.

Mr. Rodney C. Wilton: I have some questions of Al. You said a three-year cycle, starting in 1993. Does that mean that
I do not have to really do it until 1995?

Panelist Brender: Yes, that is an interesting question. We sort of pondered that. When do you start the three-year cycle?
One of the things that we are going to say is that, if people have been on our required reviews, then they consider that
the cycle starts from then on.

Mr. Wilton: Okay.

Panelist Brender: So they get a bye in some sense. The way that I described the three-year cycle is that, as soon as you
start making changes, you have to get that stuff reviewed this year. As I said, even if a line of business is not subject
to review in the cyclical way, if there are material changes being made with respect to that line of business, the changes
should be reviewed. One of the things that has to be decided between now and the time that we write the final guideline
is exactly how to get this started. I was hoping that somehow the market would take care of it because there are going
to be consultants who are inundated by a whole bunch of clients saying: I need a peer reviewer so you had better sign
him up. Then they will have to judge how many they can handle in a year.

Mr. Wilton: Okay. That was…

Panelist Brender: It is difficult to know how to start it, but the availability of consultants is a problem.

Mr. Wilton: That was another question. But one other thing that I sort of thought was really strange was your comment
about what the appointed actuary changed as a result of the peer review. It does not seem to me that things should work
that way. If I was to get a peer review done for next year’s report, the first thing that I would do is that, as of now,
I would have the guy looking at what I did last year and suggesting what he might have changed last year, and what
I should think about changing before I did it next year so that, when I actually do produce the report that he is going
to peer review, it will be, in a sense, a collaborative effort, in that I would have already checked with him as to what
things he might have wanted me to change. As such, when I do write it, I hope that he would not have any complaints
because we would have already collaborated. So I do not know what I would be putting in or what I changed as a result
of his peer review, although the peer review would have made the thing different than it would have otherwise been
had I had not been collaborating with him.

Panelist Brender: I get your point. I think that we will have to be very careful in choosing our words as to what exactly
we mean. I would point out that there is this whole interesting question incidentally about collaboration, and the auditors
will make this point too, that the auditors do not just come in at the end of the year. The auditors are in throughout
the year and, to the extent that anyone is thinking about making changes or doing something, they will discuss it with
the auditors well ahead of the time. That is just fine, but there is a very fine line between discussing and agreeing and
somebody consulting and giving advice that becomes something that is later subject to review. We have to be very careful.
These things are very delicate. The auditing profession faces the same problem in a way.

Mr. James Christie: Allan, I have a number of comments to make. First, I have been an ardent supporter of peer review,
in some form or other, for many years, but I cannot be a supporter of what I have just heard you say. A lot of it is wishy-
washy. It is back to front. You do not have the concepts right. It needs a lot of peer review before it ever sees the light
of day. First off, you do not seem to have grasped the concept of what independence means for an accounting firm.
It does not mean that they do not do any other work for the company. It means that their ability to issue an opinion
on the financial statements of that company is unimpaired. It does not mean that the only assignment that they have
ever done for that company is the audit, but you lead to that conclusion and you have used it in the assumption about
what a consulting firm could do if it was going to be the peer reviewer. You say in your slide that, if a consulting firm
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consults to the insurer on the work being reviewed, a member of that firm cannot serve as the peer reviewer of that work.
Now, that may effectively rule out anybody from being the peer reviewer for some of the larger insurance companies.

Panelist Brender: We are not saying that you cannot consult with them. We are saying that you cannot consult with them
about the work that is to be reviewed. You cannot review the work on which you have given advice. As far as notions
of independence are concerned, we are taking a lot from the notion of independence that you find in the SEC in the
United States, which is, as far as we can tell, what the CICA is going to adopt as well.

Mr. Christie: I also take objection to your comments that you interview people and there is general support for the concept
of peer review. I would say that, yes, there is, but I do not think that you laid out what you were planning to do when
you asked them if there was support for that one.

Panelist Brender: The only negative comments that we got were all related to the compulsory program that we had and
to the compulsory nature of the whole thing.

Mr. Christie: And you stood up there and said that your compulsory program was a success.

Panelist Brender: I think that, in larger terms, it is.

Mr. Christie: And I have to say that, from my example, where I did one and I had one done, there was very little value
to me when I had it done on me and there was little value for the insurance company that I did it for. I have waited
for three years now, as a representative of the CIA, to have OSFI tell us what they found so that we could improve our
standards of practice. So it has not helped the standards of practice at all.

Panelist Brender: Well, it becomes very difficult to tell you what was found because there are details in every company.

Mr. Christie: Even if there were issues around what was being poorly interpreted or differently interpreted, we did not
need to have chapter and verse, but we have received no feedback from you as to what was good, bad or indifferent
about our standards of practice or the application thereof.

Panelist Brender: I am not saying necessarily that we found something in a standard that was deficient. It could have
been an individual’s interpretation of the standards or an individual’s implementation. That is not an issue that, I think,
has to come to the CIA. What I would say is that, if we did 30 reviews, we probably found, in about five or six companies,
things that were material that were eventually changed, and I tell you that, in no case, was it because we went in and
said to change it. In all cases that I am talking about the question is: What is a success in terms of percentages? I would
say that, if we get 20% where you find things, and the company agrees that, yes, those are things which should be
changed, I consider that successful. If I have to get letters from half a dozen presidents saying that they think that, by
and large, it worked and it was a good idea, I consider that successful. I do not particularly think that we have to have
found problems with the standards. I think that the problems with implementation are most of the time what we are
talking about, and I do not see that the CIA necessarily had to get that kind of feedback.

Mr. Richard Gauthier: Of course, I have a particular problem, like most consultants out there. I have a problem with
the issue that another person in my firm could not peer review my work. I guess that the other person in my firm already
peer reviewed my work. It is already a process that is in place and, quite frankly, strictly from a risk management
standpoint, the review is done, and that is where the big risk is in my mind, and that is why we have it. I am having
some difficulty here saying that that risk management standard that we have internally is not good enough in this concept
of peer review. After all, it has been implemented. It existed for a number of years. For me, it is independence from
the company. We do not share any financial income to the company. We are independent in all of the senses of the
word, including the one that, rightfully, Jim says. So I, obviously, have a problem here because there is also a problem
of value, value of franchise and the building of the customer list that you have. The pension people have the same issue.
I have a lot of difficulty with that, and I would like you to kind of go a little deeper into this.
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Panelist Brender: This is very much an argument that has been floating around the pension community. I guess that
I will defend this position by saying that, certainly, it is not just my personal experience, but I know, from personal
experience, that consulting firms tend very often to develop sort of the house point of view and that that is something
unhealthy. The whole point is to get a fresh point of view and, for that reason, we want the fresh point of view. Now,
for most consulting firms, when this issue comes up and they say that they do not want to share, as I said, you can
say: Go to the external auditor’s actuary, because that is someone who is dealing with the same case. I think that that
is the best answer that we can give. We still want this notion. If we are saying to the companies that we want an outside
view because we want a fresh view, then I think that this is the logical extension of that for the case where you have
an external AA.

Moderator Brierley: We just have time for one more question.

Ms. Hélène Lajeunesse: I take issue with the comment about the fact that, in order to do a peer review, you have to have
more experience than the person you are peer reviewing.

Panelist Brender: At least as much.

Ms. Lajeunesse: I disagree with that. I have been doing a lot of peer review in the last two to three years, and the people
I did peer review were more experienced than me. In most cases, they were really pleased with everything that I found
on their work, and I am really picky. I think that, at one point, I would agree with you if you say that somebody has
five years experience, but, once you reach 15 or 20 years, that the person has 25 years and they have 20, I do not think
that there is any value in that.

Panelist Brender: No, we are not talking about that.

Ms. Lajeunesse: Well, that is what you implied by saying that you have to have more years of experience.

Panelist Brender: No, I mean, that there is a depth of experience. We are not counting years.

Ms. Lajeunesse: Well, I do not know. I look at your document.

Panelist Brender: Well, then I will find the words, but I am trying to be colloquial in the slide. We will find the detailed
words. I will just tell you this, for example. When peer review, compliance review has been talked about in the UK,
the UK Institute and Faculty actually issue a certificate of practice, which is sort of a license to be an appointed actuary.
When it comes to compliance review, the discussion has been that there will be a certificate for a peer reviewer. I do
not know where I have seen it, maybe in Corley, but I have certainly seen the description of what the time must be
for that certificate.

Basically, it is the same kind of thing that we are talking about. We want a depth of experience. That does not mean
that it is the same number of years and it does not mean that you have to be the same age, but it means that you have
to be someone who is qualified to be an appointed actuary. I am not going to be any more specific than that, but I think
that, if you are qualified to be an appointed actuary, which means you have a reasonable amount of experience and
training, fine. If you are reviewing somebody who is my age, you do not have to be my age, and you do not have to
be working in the industry as long as someone my age normally would have been.

Ms. Lajeunesse: My final comment would be that we hear a lot about Enron and the failure and the $4 billion that went
up and all of those issues, where actuaries were not involved, and we seem to be the scapegoat because something went
wrong in the Enron industry and it happened to be an insurance company. We have to get the actuary under control
when it has nothing to do with actuaries at all. So why do you not do something similar with auditors?

Panelist Brender: I am not sure that I get that. I do not have a response.
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Moderator Brierley: Well, thank you very much for coming to the session and for your participation. I would like to
especially thank everyone for asking Allan all of the questions and none of me. Thanks very much.


